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FOREWORD 


Almost everyone in Texas who drives an automobile will be 
affected by the new automobile insurance rating plan. It was 
thought, therefore, that the Hankamer School of Business might 
perform a public service by bringing together in one article the 
pertinent information about the new plan. This has been done in 
this issue of Baylor Business Studies by Mr. Leslie Rasner, who 
is in charge of instruction in business law and insurance. Mr. 
Rasner has asked that acknowledgment be made to three students, 
Daniel Charles Faller, Kenneth Mack Robinson, and Joe W. 
Bailey, Jr., for gathering much of the material used and to Mr. 

_ Charles Woodward of the firm of Stribling, Woodward, and 


Greig for carefully reviewing the manuscript. 


The second article reports recent changes made by the Bureau 
of Business and Economic Research in the monthly Index of 


Waco Business Activity. 
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THE TEXAS SAFE DRIVING INSURANCE PLAN 
THE BASIS OF THE NEW 
AUTOMOBILE INSURANCE PLANS 
New RatinG PLANS For AuTOMOBILE INSURANCE 

Recently, safe-driver insurance plans have been inaugurated in 
several states, These are merit rating plans and apply to private 
passenger cars in the states which have adopted such plans. Briefly 
stated, the object of these plans is to create a psychological and 
financial incentive by providing a lower insurance rate for the 
large group of careful or lucky drivers than the rates applicable 
to the smaller group of careless, irresponsible, or unlucky drivers. 
The plans are primarily psychological in that they recognize the 
“careful driver” by putting him in a rate class lower than that of 
the driver who has recently had an accident or a conviction for a 
moving traffic violation. There is an actual financial saving to the 
careful driver, however. 

The extension of the safe driver insurance plans involves de- 
grees of variation from state to state for the purpose of exper- 
imentation. The variations are designed to recognize the different 
situations that exist in the various states. 


This article will discuss the Texas Safe Driver Insurance Plan 
at length and will briefly touch upon the plans in operation in 
other states. The discussion should serve as a source of reference 
for purchasers of automobile insurance in Texas. 


Events LEADING TO THE ADOPTION OF THE TEXAS PLAN 


It is urgent that something be done to reduce the alarming num- 
ber of deaths and injuries caused by automobiles in the United 
States. Street and highway accidents annually produce: 

A loss of life every 13 minutes ; 
An injury every 20 seconds; and 
A reported accident every 4 seconds.! 


At this rate, one out of every two persons living today will be 
injured in a traffic accident before he dies unless an effective way 
is found to curb automobile accidents. Fach year the automobile is 
killing enough people to populate a city. The number seriously in- 
jured each year is more than the entire population of some of our 
states, 


Within the United States, more bloody deaths have been caused 


thomas A. Seals. The Nation's Number One Tllness,” The Casualty 
and Surety Jowenal, Vol. XTX, No. §, (Sept, 1958), 
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by automobiles than have been caused by our enemies in all the 
wars in which we have been involved. These people have been sac- 
rificed upon the altar of wanton carelessness and irresponsibility.’ 

Almost every automobile accident involves at least one insurance 
company since the vast majority of automobile owners in the 
United States carry at least one type of automobile insurance 
coverage. Simply stated, insurance is a pooling of loss costs. If 
losses increase, premiums go up. Costs to the insurance companies 
have been increasing in two main ways. First, as the accident 
rates increase, the companies must proportionately pay more 
claims. The second broad area affecting the costs to insurance 
companies is the increasing costs of each repair made to the 
vehicle and the ever-increasing size of court awards for injuries 
sustained. Does the solution, therefore, lie in increasing premiums ? 
Or does it lie in reducing losses? 


Further increases in the cost of automobile insurance might 
cause some drivers to drop, or at least reduce, their present 
coverage. In that case raising the premiums would have the effect 
of creating a social hazard rather than correcting the one with 
which we are now faced. 


The most logical solution is a reduction in losses! 


The function of automobile insurance—and, indeed, all in- 
surance—is redistribution of loss costs among the insured group. 
If a person, just by exerting a little more caution than his neigh- 
bor, can be covered by the same amount of protection as his 
neighbor for a smaller premium, he may tend to be a little more 
careful in driving his automobile. People can sometimes avoid 
payment of traffic fines, but they cannot avoid paying the es- 
tablished automobile insurance rate. 


Safe driver insurance plans may be expected to decrease auto- 
mobile accident rates and at the same time reduce the losses of the 
insurance companies. If a rating plan can do both of these things, 
it must be considered a social benefit. 


‘Numerous plans of the merit rating type have been tried since 
1929. The older plans all failed for one reason or another, but 
efforts have continued to develop a sound and workable indivi- 
dual rating plan designed to distinguish the good from the poor 


2Walter L. Hays, “Driving is a Privilege!” The Casualty and Surety 
Journal, Vol. XIX, No. 6, (Nov. 1958). 
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risks and to encourage drivers, for financial reasons, to be extra 
careful to obey the laws and thus become safer drivers. 


There has been a renewed interest in this area of merit rating 
plans during the past few years. The National Bureau of Casualty 
Underwriters in conjunction with the National Automobile Under- 
writers Association announced a truly new “Safe Driver Insurance 
Plan” in California effective May 1, 1959, and since that time 
similar plans have been introduced in nine other states. Most in- 
surance people think these new plans are sound and workable in 
practice, and that they avoid the fundamental weaknesses that 
caused the lack of success in the earlier merit rating plans. 

The distinctive feature of the new plans is that they are ap- 
plied on the basis of the motor vehicle operating records of the 
insured and the other operators of the car who reside in his 
household. In essence, the credits or debits to the premium depend 
on whether the insured and the other operators of the car who are 
residents in the insured’s household have been involved in (1) 
moving traffic violations and (2) automobile accidents producing 
bodily injury or death or damage to property in excess of some 
stipulated amount. 

The plans are based upon the theory that past convictions for 
moving violations and involvement in accidents provide an indi- 
cation of the probability of being involved in an automobile ac- 
cident in the future. Therefore, these plans, differing from previous 
plans, require the use of operators’ conviction records as well as 
their accident records as an element of rating. This theory is sup- 
ported by facts developed in driver record studies conducted in 
Texas and California. 

In 1958, a driver record study was conducted by the Cal- 
ifornia Department of Motor Vehicles in which a sample of nearly 
100,000 operators’ records was analyzed. This study indicated that, 
over a three year period, 1955 through 1957, the records of only 
54 per cent of the California drivers were free of convictions of 
moving traffic violations and free of accidents. The California law 
requires the reporting of all accidents producing bodily injury 
or death and also accidents causing damage to property in ex- 
cess of $100. 

The results of the California study are shown in the following 
table :4 


3California Department of Motor Vehicles, 1958 Driver Record Study, " 
4] bid. 
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TABLE 1 


ACCIDENT RATES OF DRIVERS IN CALIFORNIA 
OVER A THREE-YEAR PERIOD, 1955-1957, 


Number of Accidents 


Number of Offenses per 100 Drivers 
0 9 
1 19 
2 27 
3 35 
4 43 
5 or more 55 
9 or more 66 


From this table we see that the greater the number of offenses, 
the greater the chance of an accident. 


During the past two and a half years the Texas authorities 
have made a thorough study of past and present merit rating 
plans, and have even made a trip to Canada to observe at first 
hand the manner in which the plan in effect there is operating. As 
a part of the investigation of merit rating plans, the Texas State 
Board of Insurance requested that the Texas Department of Pub- 
lic Safety make a study to determine if there were a direct relation- 
ship between traffic accidents and past offenses. 

There has been a growing demand by safe drivers for an auto- 
mobile insurance rating plan which will produce a substantial dif- 
ference in the price paid for automobile insurance by insureds 
who are not accident-prone versus those who are. The Texas 
Legislature, along with the governing bodies of other states, 
felt the pressure of public opinions as evidenced by the in- 
troduction of bills, resolutions, etc. on this subject. The Texas 
Legislative Council’s study of Texas automobile insurance rates 
directed by H.S.R. 512 of the 55th Legislature included a recom- 
mendation that the State Board of Insurance study such plans 
with the objective of placing into effect a realistic procedure for 
rewarding “careful drivers.” 


The statutory responsibility of the Board in respect to such a 
plan appears both precise and positive. Article 5.01 of the Texas 
Insurance Code reads in part as follows: 


The Board shall have the sole and exclusive power and 
authority, and it shall be its duty to determine, fix, prescribe, 
and promulgate . . . rating plans designed to encourage the 
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prevention of accidents, In promulgating any such rating 
ans the Board shall give due consideration to the peculiar 
vazards and experience of individual risks, past and prospec- 
tive within and outside the State and to all other relevant 
factors, within and outside the State, 


The interest manifested in this subject by members of the Study 
Committee of the Texas Legislative Council encouraged the Board 
to make a detailed study of the problems involved, In a letter dated 
September 12, 1958, addressed to the Texas Automobile Insurance 
Service Office, the Board invited that organization’s participation 
in this study. The rate increases made necessary in August of 
1958 by adverse losses brought renewed urging from policyhold- 
ers, and, with the release of the Council’s report in December, 
1958, the tempo of the merit rating study was speeded up. The 
study was extremely comprehensive. It included every type of 
merit rating plan that had been tried in the United States by 
rating bureaus and state jurisdictions, as well as by private com- 
panies. It also included such plans as had been in effect in Canada 
and in foreign countries. The studies included “on the spot” ob- 
servations of merit ratings plans in effect in other jurisdictions by 
members of the Insurance Department staff, members of the 
Board, and representatives of the insurance industry. 


In these studies, all segments of the insurance industry were 
represented and actively worked with the Board throughout its 
deliberations. The Texas Automobile Service Office, representing 
approximately 99% of the automobile insurance industry in 
Texas, participated in each phase of the study. Also, the Associ- 
tion of Texas Fire and Casualty Companies was represented by a 
special committee and actively participated in the effort. The 
stock agents were represented throughout the study by their 
group, the Texas Association of Insurance Agents, and the mutual 
agents were continuously represented through their Texas Mutual 
Insurance Agents Association. During the many months of re- 
search and study that took place, all four of these groups were 
actively represented at each meeting that took place with the 
Board and Insurance Department staff. 


The extent to which the Board itself inquired into this subject 
may be gleaned from the fact that the Board’s Official Minutes 
show over one hunderd conferences and hearings ranging from 
hours to full day’s duration. In addition, hundreds of hours were 
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spent in discussing the weaknesses and strong points of the plans 
which heretofore have been tried in the United States and else- 
where. 


The first approach to the development of a Texas plan was 
based on accidents alone and did not include moving traffic viola- 
tions. This study revealed the fact that accidents alone as a basis 
would justify only 7% or 8% credit to the driver with no ac- 
cidents during the experience period. It was the thought of those 
working on the plan that this would not produce a realistic merit 
rating plan which would, at the same time, be a plan designed to 
encourage the prevention of accidents, since so small a reduction 
in premiums would be insufficient to affect the driving habits of a 
large proportion of automobile drivers. 


While Texas insurance authorities studied merit rating plans 
that have been tried in various localities, special emphasis seems 
to have been placed upon the California and Manitoba (Canada) 
studies. In view of the positive finding in these studies that there 
exists a definite relationship between the number of abstracts or 
convictions in a driver’s record and the number of accidents he is 
likely to have, it was concluded by the Texas Board and the in- 
surance industry that any study of merit rating would be incom- 
plete without a study of the driving records of Texas motorists. 
The Board accordingly requested the Department of Public Safety 
to check a representative number of driving records in their file 
to determine if there were a direct relationship between moving 
traffic violations and accidents. It was the consensus that a survey 
of 40,000 driving records covering a three year period for those 
with operator’s licenses only would be a credible sample. 


The Texas Department of Public Safety furnished data from 
40,365 drivers’ records in Texas. The period analyzed in the 
study was the three-year period from July 1, 1956 to June 30, 
1959. The material utilized in this study of the relationship be- 
tween accidents and motor vehicle offenses is based solely on the 
records of the Texas Department of Public Safety. 
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The results of this survey are summarized in the following 
table.5 
TABLE 2 
ACCIDENT RATES OF A SAMPLE OF DRIVERS IN TEXAS 


Number of Accidents 
Number of Offenses per 100 Drivers 


i=) 
Ke) 


1 
2 
3 
4 52 
6 or more 79 
The Texas study, like the California study, shows a definite 
relationship between past offenses and accidents. These studies 
are based upon the records of motorists in California and Texas, 
and the percentage of drivers with clear records may vary some- 
what from state to state. However, the conclusion that there is a 
definite relationship between the number of past traffic violations 


on a driver’s record and the probability of his being involved in 
an accident should be valid in all sections of the country. 


The data revealed by this sample of 40,365 drivers’ records 
show that the majority of drivers do not have a record of motor 
vehicle offenses for traffic violations or reports of accidents 
during the three-year period. The distribution of accidents and 
motor vehicle offenses as revealed by the Texas Study is shown 
in the following tables: 


TABLE 3 


DRIVERS RECORDS WITH SPECIFIED NUMBER OF 
ACCIDENTS, JULY 1, 1956 TO JUNE 30, 1959 


Driver Records No. of Accidents Per Cent Total 


35,541 0 88.05 
4,166 1 10.32 
535 2 1.33 
105 3 26 

15 4 04 

1 5 

2 6+ 
40,365 100.00 


5Texas Department of Public Safety, 1959 Driver Record Study. 
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TABLE 4 


DRIVERS RECORDS WITH SPECIFIED NUMBER OF 
TRAFFIC VIOLATIONS 


Driver Records No. Per Cent 
31,905 0 79.04 
5,492 1 13.61 
1,805 2 4.47 
680 3 1.68 
280 4 69 
107 5 27 
96 6+ .24 
40,365 100.00 


This sample of the driving records clearly shows that the vast 
majority of drivers have good driving records. When the total 
number of motor vehicle offenses contained in the driving records 
of all these drivers is measured against the entire group, the aver- 
age “motor vehicle offenses per driver” for the sample is .3313 
over the three years of exposure, However, for the 8,460 drivers 
(20.96% of the entire group) who had one or more motor ve- 
hicle offenses in their records, the average number of motor ve- 
hicle offenses per driver was 1.58. In the area of accidents the 
performance is much better with an average of only .1394 “ac- 
cidents per driver” in the entire sample and an average “accident 
per driver” of 1.17 for those 4,824 drivers who did have one or 
more accidents on record.® 


TEXAS SAFE DRIVING INSURANCE PLAN 
CLASSIFICATION TO DETERMINE THE INSURANCE PREMIUM RATE 


On the basis of the studies reviewed in the preceding section, 
the Texas Insurance Commission established the Texas Safe 
Driving Insurance Plan. The plan has as its purpose two definite 
goals: 

1) To encourage automobile drivers to drive more carefully, 
and 

2) To reward, financially, the “drivers who are accident free 
and who operate automobiles in a lawful manner.’”’ The concepts 
which form the criterion for this merit rating plan are funda- 


6Texas State Board of Insurance, Public Hearings, Texas Safe Driving 
Insurance Plan, Jan. 14, 1960. 
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mentally sound and should, as time passes, accomplish these goals 
which have been set forth. 

The reward which the “safe” drivers will receive will be realized 
as soon as they purchase their first policy after January 1, 1960. 
This reward is given by reducing the rates they pay for their 
automobile coverage and is in no way a return of premiums that 
they have paid in the past. 


In order to establish a different premium rate for different 
kinds of violations, the Texas Safe Driving Insurance Plan has 
established. a point system. A driver may be placed in a class of 
high premiums if he possesses a number of points, while the driver 
with no violations will experience a lessening of premium rates. 
These points that are given the drivers are derived from two 
sources: 1) accidents, and 2) moving traffic violations. 


Accidents; The plan assigns two points for each automobile 
accident. The insured or any member of the household who drives 
the automobile is eligible for these points. There are three situa- 
tions in which points will be assigned to the driver of the auto- 
mobile who is liable, 

“1) damage to any property, including his own, in excess of 
$25.00, 

2) bodily injury, or 

3) death,” 

The accidents do not have to take place in Texas for points to 
be assigned; all accidents within the United States come under 
this plan. Even if no record exists that shows the applicant was in 
an accident, he is obligated by the plan to declare any accident in 
which he was involved. 

One does not have to be driving his own automobile in order 
to be charged with points; if he is driving a borrowed automobile 
and has an accident as defined, points will be assigned to him 
rather than to the owner of the borrowed car. 

It should be pointed out that a driver cannot avoid having 
points assigned to him if he pays for the accident out of his own 
pocket and does not report the accident to his insurance company. 
The plan is not based on the claims that the companies have to 
pay, but is based on the ability of the driver to stay free of ac- 
cidents and violations. 

There are six circumstances under which no points will be 
assigned when the driver is involved in an accident. These ex- 
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ceptions are intended to protect the driver who suffers an accident 
in which he was not at fault. 

1) Medical Payments—If the accident involves only the paying 
of medical payments, no points will be assigned. The medical 
payments could be for any sum under or over $25.00 and still 
have no effect on this rule, as medical payments have nothing to 
do with property damage which has the $25.00 minimum. 

It should also be noted that medical payments do not restrict 
payments of claims that the insured may be required to pay to 
the injured persons. In medical payments questions of negligence 
or legal liability do not arise.’ 

2) Legally Parked—No person will be assigned points if his 
automobile is involved in an accident while it is legally parked. 

3) Reimbursement—This exception is intended to protect the 
applicant when he is involved in an accident that is not his fault. 
If the applicant or resident operator’s damage was paid for by 
the other party involved in the accident, this should clearly indi- 
cate that the accident was the fault of the paying party. The situa- 
tion could arise in which both parties paid each other so that they 
might claim this exception. To prevent this from happening, the 
provision has been inserted in the plan requiring that the applicant 
have “no knowledge that any payment to others involved in an 
accident has been made by or on behalf of the applicant or other 
resident operator.’’® 

4) Rear-end Collision—Whenever the applicant or resident 
operator’s automobile is struck in the rear by another automobile 
and is not given a moving traffic violation, no points will be 
assigned. 

5) Other Party Convicted—Whenever the applicant or res- 
ident operator is not convicted of a moving traffic violation in 
connection with an accident, and the other party to the accident 
is found to be at fault, no points will be assigned to the innocent 
driver. 

6) Hit-and-Run—lIf the applicant or resident operator is driv- 
ing and is involved in an accident with another driver, and the 
other driver fails to stop, the applicant or resident operator shall 
receive no points. For this to be effective the applicant or resi- 


7Robert I. Mehr and Emerson Cannock, Principles of Insurance (Re- 
vised ed. 1957), p. 295. 

8Texas State Board of Insurance, Teras Safe Driving Insurance Plan. 
Resident operators means a member of the applicant’s household who 
drives the automobile. 
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dent operator must report this hit-and-run accident to the proper 
authorities within 24 hours of the happening of the accident. 
The reporting of the accident within the proper time period is a 
very important point for the insured to remember. 

Traffic Violations : It should be noted that points will be assigned 
only when the driver is convicted of a “moving” traffic violation. 
For example, a traffic violation such as receiving a parking ticket 
is not considered to be a “moving” traffic violation and points 
will not be assigned. 

The penalty for certain types of traffic violations is rather 
severe as shown by the fact that four points will be assigned the 
driver for each of three different types of violations. These points 
are in addition to any points that are assigned if an accident 
occurs as a result of the violation. These three situations, as 
stated in the plan, for which conviction results in four points are: 

“1) driving while under the influence of intoxicating liquor or 
narcotic drugs; or 

2) failure to stop, render aid, or disclose identity when involved 
in an accident; or 

3) negligent homicide, murder by driving while intoxicated or 
aggravated assault arising out of the operation of a motor ve- 
hicle.’’? 

All other moving traffic violations for which the driver is con- 
victed will receive only one point. An example of this type of vio- 
lation would be a speeding ticket. For these violations no points 
will be assigned, if the violation results in an accident for which 
points are assignable. In this case, only the points which are as- 
signed for the accident will be effective. For example, if the 
driver were driving 80 miles per hour and ran into another auto- 
mobile, causing damage in excess of $25.00, he would be assigned 
only two points if he were convicted, not two for the accident 
plus another one for the violation. 


. Certain offenses are specifically excepted because they are not 
in the nature of moving traffic violations. No points will be as- 
signed for convictions of the following offenses : 

(1) inadequate muffler or excessive escape of exhaust products ; or 


(2)defective lights or other defective equipment, except defective 
brakes; or 


(3) failure to display license plates; or 


Ibid. 
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(4) failure to have in possession driver’s license, provided there 
is a valid one in existence: or 
(5) parking violations.!° 
The “experience period’ on the basis of which the points are 
assigned is the 36-month period which ends three months before 
the date of application for automobile coverage. When a year 
passes and application is made for another policy, the intervening 
three months will necessarily fall within the ‘experience period.” 


Drivinc Record SuB-CLASSIFICATION 

As illustrated in Table 5, the sub-classification which per- 
tains to the insured is based on the number of “Driving Record 
Points” accumulated during the experience period. The sub-classi- 
fication of the insured determines the amount of premium which 
he will have to pay. 


TABLE 5 
Number of Driving Plan 
Driving Record Points Sub-Classification 

0 0 

1 
2 2 
3 3 
4 4 
5 5 
6 or more 6 


Premium rate differentials reflect the greater probability that 
drivers with traffic offenses will have accidents. The following 
premium rating differentials correspond to the various sub-classi- 
fications : Sub-Classification 0 is 80% of the manual rate otherwise 
applicable ; Sub-Classification 1, 100% ; Sub-Classification 2, 120% ; 
Sub-Classification 3, 140%; Sub-Classification 4, 160%; Sub- 
Classification 5, 180% ; and Sub-Classification 6, 200%.1! In other 
words, if the insured had no driving record points assessed against 
him during the experience period, he would have to pay 80% of 
the regular premium for automobile insurance. If he had one 
point, he would have to pay the regular premium; two points, he 
would have to pay an excess of 20% over the regular premium, 
and so on, The Plan was designed for balance so that, theoretically, 


10] bid. 
11] bid. 
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Texas drivers, as a whole, will pay no more or less than they have 
previously paid on insurance premiums. 

When there is more than one driver of the same automobile, 
points are added together to determine the applicable sub-classi- 
fication. 

When two or more automobiles are used by the insured and 
other resident operators, any points which they incur will be as- 
signed to the automobile which they most frequently use. When 
is is impossible to assign the points in this manner, the points 
which they incur will be assigned to the automobile with the high- 
est basic rate, and all other automobiles shall be assigned to Sub- 
Classification 0. The purpose of this rule is to prevent the rating 
of more than one automobile on the same accident or traffic viola- 
tion. 

If there are three resident operators and only two cars in the 
family, the points are assigned in accordance with the driving 
records as determined by the application. Also, if the insured has 
one car insured with one company, and another insured in a sec- 
ond company, and a resident operator has acquired several points, 
both policies will be surcharged. 

A policy cannot be cancelled and rewritten in order to change 
the Driving Record Sub-Classification unless the policy is can- 
celled in accordance with the established terms. Cancellation must 
be effected on a short rate basis. 

If two automobiles are insured, one at Sub-Classification 0, and 
the other at a surcharged rate, and the insured wishes to cancel 
the policy on the surcharged automobile, the existing points will be 
assigned to the remaining automobile. 


CovERAGE AND SCOPE OF THE PLAN 


All automobiles that come under the Family Automobile Policy 
or are eligible for the Family Automobile Policy, are subject to 
the rules set forth in the Plan. These are “private passenger auto- 
mobiles” defined by law as including jeeps, station wagons, and 
light pick-up trucks having a load capacity of 1500 pounds or 
less, as well as the conventional passenger types. Taxicabs or any 
automobile used for public livery are not defined as “private passen- 
ger automobiles.” Neither do police or fire department vehicles 
fall into this classification. 


The significance of this term is apparent when one considers 
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the possibility of a truck driver’s receiving a ticket for a moving 
traffic violation when he is driving a truck which is over 1500 
pounds load capacity. According to the definition, if he is con- 
victed, he will not be assigned points for his privately owned 
automobile. 

The plan applies to all eligible risks and is required for all 
companies, except county mutuals, that are authorized to write 
insurance in the State of Texas. It applies to all automobile 
bodily injury liability, property damage liability, medical pay- 
ments, and collision insurance, but does not apply to compre- 
hensive coverage. 


Points are assigned to the applicant on the basis of accidents or 
traffic violations involving any “resident operator.” ‘Resident 
operator” means any operator of the automobile who is living in 
the same household as the applicant. In the case of a maid or 
chauffeur who has access to the automobile, no points would be 
assessed against the owner, unless the maid or chauffeur were 
living on the premises. 

A son or daughter of the household, who accidentally causes 
damage, subjects the parent to assigned points since both parent and 
child are “resident operators.” 

Another example which will help clarify what is meant by 
“resident operator” is as follows: In the case of a family which 
consists of a husband and wife, where the privately owned car 
is operated by the wife, and the husband is the operator of a 
business firm’s automobile, the rating of the family car will be 
affected by the driving experience of both the husband and the 
wife. Also when a college student is away from his normal resi- 
dence, his driving record will apply to the family automobile, if 
at any time during the year he drives the family automobile. 

It should be quite clear that in the case where a friend borrows 
the automobile and has an accident or receives credit for some 
moving traffic violation, points will be assigned not against the 
owner of the vehicle but the driver. 


APPLICATIONS FOR INSURANCE 


Every insurance company operating in Texas must correctly 
rate and classify each policy written under the new plan and must 
require each applicant to submit a written application which 
complies with the specifications of the plan. These rating applica- 
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tions may be obtained from the Texas Automobile Insurance 
Service Office in Austin. 

The requirement that a written application, signed personally by 
the applicant, be accepted before the issuance of the policy is a 
new requirement for Texas. This is essential in order to assure 
maximum accuracy in the rating process and also to provide uni- 
formity among all companies as to rating practices. It is necessary 
for the applicant to sign the application personally and to be aware 
of and informed on the importance of his representations in the 
written application.!2 


The Plan provides that the signature on every application 
must be certified by an agent, company representative, or some 
authorized person before acceptance by the company. The certi- 
fication must state that the signature is the personal signature of 
the applicant, and that the stated information is correct to the best 
of the knowledge and belief of the person who certifies the ap- 
plication. The phrase, “authorized person” means anyone who is 
legally empowered by any company to perform such an act. 

The final aspect of the plan presents the standard rating ap- 
plication and provides that it may be expanded to require addi- 
tional information, or that the sequence of the items may be re- 
arranged. The State Board of Insurance did not intend for the 
rating application to become a part of the contract. 


The application statement is strongly enough worded so that 
the applicant will hesitate to sign his name to a false statement, 
even though he knows that a particular violation is not a matter 
of state record. 


REcENT MODIFICATIONS IN THE PLAN 


On February 5, 1960, the State Board of Insurance published 
a paper which made five minor changes in the plan. These 
changes have very little effect on the plan as a whole. The changes 
became effective April 1, 1960, and are as follows: 

1) The most important change was one which eliminated the 
clause which allows the companies to cancel a policy because of 
inaccuracies in rating information. Errors or false statements that 
the applicant makes in the application may cost the insured an 


12Robert W. Strain, New Texas Automobile Rating Plan Justly Rewords 
Safe Driving, Address to the Fort Worth Assocation of Insurance Agents, 
December, 1959, p. 3. 
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extra premium, but will not be grounds for canceling the policy. 

2) Another change prevents points from being assigned to a 
driver who is involved in an accident or convicted of a traffic viola- 
tion while driving an automobile owned by his employer. This ap- 
plies only if the employer’s automobile is rated under a fleet or ex- 
perience rating plan. 

3) The Board of Insurance added the exception that comes 
under accidents involving “Wild Game Animals.” Any accident 
that involves wild game will not be charged points. 

4) Change number four prevents the “doubling” of points with- 
in the same household. If there is a male driver in the family who 
is under twenty-five years old and is assigned through the assigned 
risk plan, any points which might be charged against him cannot 
be charged against the other automobiles in the family. 

5) There were also some minor changes in the wording of the 
application form. 


PossisLE EFFECTS OF THE PLAN ON INSURANCE COMPANIES 


It is possible that agency stock companies will benefit more from 
the plan than do mutual companies. For more than thirty years 
the agency companies have been faced with an ever-growing com- 
petitive problem with respect to the better private passenger 
risks. Mutual companies tend to provide automobile insurance 
protection only for those drivers with good driving records. This 
enables them to refund a dividend that amounts to something like 
a twenty per cent reduction in the cost of insurance. Mutual 
companies write many good risks because of this competitive 
advantage. This has left the stock companies in the unfortunate 
position of covering a more than proportionate share of the accident- 
prone drivers. In the past numerous plans have been tried by the 
stock companies to solve this problem, but these efforts have not 
succeeded. The stock companies, nevertheless, have kept striving 
to develop a sound and workable solution. 

Two stock company organizations, the National Bureau of 
Casualty Underwriters and the National Automobile Under- 
writers Association, were instrumental in starting the California 
plan and several of the plans recently introduced in other states. 

Since the new merit rating plans apply to all companies, stock 
and mutual alike, the mutual companies may find it harder to pay 
a substantial dividend and also the premium reduction required by 
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law for the safe drivers. Under the merit rating plan the stock 
companies may write a larger proportion of the good risks who, in 
recent years, have been inclined to place their insurance with 
mutual companies on a price basis. Several agents in the states 
which have adopted merit rating plans report that they are now 
writing some of the risks which were previously covered by mutual 
companies. It is still too early to establish a definite trend; but as 
time goes on, this could prove to be a result of the merit rating 
plans. 

It must be stressed, however, that this was not the reason for 
establishing the Safe Driver Insurance Plan in Texas. It is merely 
a possible result of the new law. 


EXPERIENCE IN OTHER STATES 


Merit Ratinc PLANS IN TEN STATES 


Currently, Safe Driver Insurance Plans are in operation in 
Texas, California, Connecticut, Ohio, Pennsylvania, Michigan, 
Iowa, Missouri, Nebraska, and Minnesota. No prediction can be 
made at this time as to when similar programs will be proposed in 
additional states. The insurance industry and state insurance com- 
missions desire to see the results of the present experiment in 
order to be sure that any program to be proposed for general in- 
troduction will be sound and workable and also will be acceptable 
to producers!} and the insurance buying public. Further, the com- 
panies need time to adjust their operating methods in individual 
states to handle these momentous changes efficiently. 

Also, to assure the proper administration of the Safe Driver 
Insurance Plan, it is essential that the state motor vehicle depart- 
ment records of accidents and convictions not only be complete 
but readily available at low cost. In California, for example, a 
driver’s record is available from the Motor Vehicle Department 
within forty-eight hours for only twenty-five cents. In Texas the 
time required to receive a driver’s record is about one week and 
the cost to receive such information is fifty cents. Many people 
believe that distributing such information to the companies in- 
creases the expenses of the state and will have to be borne by the 
taxpayer. This is not the case. The companies themselves pay for 
the information. 


13Producer is a general term used in the insurance business to refer to 
agents, solicitors, brokers and others who sell insurance. 
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The California plan was introduced six months before the Texas 
plan went into effect. Consequently it provides a limited amount 
of experience from which a few tenative conclusions may be 
drawn. 

Like the Texas plan the California Safe Driver Plan is:a rating 
method which is applied to the regular family automobile policy. 
When the plan was proposed substantial resistance developed. 
Recent reports indicate that, at present, public acceptance is 
fairly good and still improving.'4 

Some opponents of the plan thought that persons who had 
previously accepted traffic citations and paid them without protest 
would now find it worthwhile to defend themselves in the Cal- 
ifornia courts. It was feared that the result would be a greater 
burden of traffic cases than the judicial system could handle. Sur- 
veys is several cities have indicated that this problem has not 
arisen.!5 

In California the new rating plan has also been applied to a 
special low-cost package policy as well as to the regular family 
policy. The policy provides a limited number of standard combina- 
tions of liability and physical damage coverages and offers a sub- 
stantial saving in the cost of insurance.!® 

Satisfactory functioning of the California plan appears to pro- 
vide grounds for expecting that the Texas plan will be successful 
without major changes. 


14Robert E. Battles, “We... The Agents,” The Insurance Field, Vol. 89, 
No. 8, (Feb. 1960), p. 19. 

15] bid. 

16James Cahill, “The Safe Driver Insurance Plan,” The American 
Agency Bulletin, Vol. LVII, No. 5 (Jan. 1960), p. 45. 
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SUMMARY AND CONCLUSIONS 


The rate of injuries and deaths from traffic accidents provides 
some justification for a merit rating plan of automobile insurance 
which may have the effect of encouraging safe driving. Sample 
studies of driving records in both California and Texas appear 
to offer a statistical basis for a plan that rates applicants for in- 
surance on the number of traffic violations and accidents attribut- 
able to the applicant and others who drive his automobile. The 
Texas study also shows that the majority of Texas drivers will 
have a driving record that is free of accidents and traffic violations 
within any designated three year period. From this fact it may be 
inferred that a plan which rewards drivers with a clear record is 
likely to have the support of the majority of the public. 


The Texas plan applies to private passenger automobiles that 
are eligible for the Family Automobile Policy. It offers a 20 per 
cent rate reduction to all applicants for insurance whose house- 
holds include only drivers with the required three-year record free 
of accidents and moving traffic violations. Exceptions are made 
for accidents that are clearly not the fault of the applicant or other 
drivers that are members of his household. 


Some minor modifications have been made in the Texas plan 
to meet certain criticisms, but the general character of the plan 
has not been significantly changed. 


Other states have also introduced rating plans based on driver 
records and the limited experience that has accumulated indicates 
that such plans are workable. Experience has not shown whether 
the rate differential in favor of drivers with a record free of 
traffic violations and accidents will actually bring about a reduction 
in automobile traffic casualties. If such a result should follow, it 
will be the most important effect of the Texas Safe Driving In- 
surance Plan. 
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REVISIONS IN THE INDEX OF 
WACO BUSINESS ACTIVITY 


The design of the Index of Waco Business Activity was pre- 
sented in Baylor Business Studies of June, 1954.! The following 
brief discussion explains some recent revisions. 

The Waco index is prepared by combining six separate business 
indicators. These are indexes of bank debits, retail sales, freight 
car loadings, postal receipts, construction permits, and electric 
power supplied to industry. If the index of retail sales stands at 140, 
it means that (after certain adjustments discussed below) esti- 
mated sales for the month amount to $1.40 for each dollar of 
average monthly sales during the period 1947 through 1949. The 
index of each of the other components makes a similar comparison 
with the average month of 1947-49. The Index of Waco Business 
Activity is simply a weighted average of these six separate in- 
dexes, computed in precisely the same way each month. 

The 1954 report in Baylor Business Studies pointed out the 
weakness of the available data on retail sales. The accuracy of 
these data has been improved in recent months through the co- 
operation of a number of Waco retailers who are reporting their 
sales figures directly to the Baylor Bureau of Business and Eco- 
nomic Research. This sample of Waco retailers includes more 
firms than the sample of the University of Texas Bureau of Bus- 
iness Research. The estimates of changes in retail sales are there- 
fore based on a larger number of firms than was formerly the 
case when the Hankamer School of Business Bureau depended 
primarily on reports from Dr. John R. Stockton at the Univer- 
sity of Texas. Also the 1958 census data of Waco retail sales 
supplied a new benchmark from which it was possible to make 
some minor improvements in handling the retail sales data. 

A second recent change in the index was the development of 
new seasonal adjustments based on the seven years 1953 through 
1959. Each of the six types of activity for which an index is pre- 
pared has a characteristic seasonal pattern. In some months each 
is regularly above the average for the year and in some months 
below. If these normal fluctuations were permitted to influence 
the general business index, an impression of improvement or de- 
terioration in business would be given, when, in fact, only normal 


1Vol. LVII, No. 11, Nineteenth Issue. 
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and expected seasonal changes had occurred. The data must have 
the seasonal movements removed in order to permit a view of 
the actual short term trend. 

Beginning in 1953 the seasonal pattern of business in Waco 
changed. By the end of 1959 it was clear that the percentages 
formerly used for seasonal adjustments were not in complete 
agreement with the actual seasonal variation of Waco business 
activity. New seasonal percentages have been computed, and the 
index has been revised back to the first of 1953. The new seasonals 
were not applied to earlier years because the present pattern of 
seasonal fluctuation appears to have begun in 1953. An example 
will make clear the nature of the adjustments for seasonal varia- 
tion. 

Suppose that retail sales volume for May of this year is esti- 
mated at $13,390,000. It is known that for several years past re- 
tail sales in May have normally been three per cent above the sales 
of other months, that is to say 103 per cent of average monthly 
sales volume. What is needed to show the trend is a sales figure 
after allowance is made for this normal seasonal variation. 
$13,390,000 divided by 103 per cent ($13,390,000 divided by 1.03) 
is $13,000,000 retail sales seasonally adjusted.’ 

For each of the six business indicators a similar seasonal ad- 
justment is made for each month of the year. The seasonally ad- 
justed figure rather than the original is then used for computation 
of the index. The percentages that have been calculated as the 
new seasonal adjustments are listed below. For each month the 
percentage given is simply the average amount reported for that 
month expressed as a per cent of the average for all twelve 
calendar months. 


Freight Industrial 
Month Bank Car Retail Building Postal Power 
Debits Loadings Sales Permits Receipts Consumption 
Jan. 102.6 88.9 88.4 88.4 88.2 86.9 
Feb. 90.2 88.8 83.8 89.0 83.6 93.2 
Mar. 100.9 105.4 96.7 91.6 98.1 88.8 
Apr. 97.7 96.3 95.3 100.2 97.9 96.4 
May 96.5 103.8 103.1 103.8 92.5 98.8 
June 98.0 105.8 93.4 105.7 96.0 99.9 
July 100.4 108.7 94.0 110.7 92.8 104.9 
Aug. 99.1 112.6 102.6 107.7 92.9 111.6 
Sept. 101.4 105.5 98.2 108.1 98.1 105.6 
Oct: 108.8 104.0 101.3 105.9 105.4 106.9 
Nov. 97.7 91.5 100.1 98.7 100.1 108.7 
Dec. 106.8 88.7 143.1 90.0 154.6 98.1 


2These figures are purely hypothetical and should not be taken as an 
actual estimate. 
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The new seasonal adjustments have the effect of eliminating 
index peaks and valleys recurring in the same months each year 
because of normal seasonal movements of business. 


In addition to the seasonal adjustments the data of bank debits, 
retail sales, and construction permits, because these are reported 
in dollar amounts, are adjusted for price level changes. This is 
accomplished by dividing the dollar amounts reported by the cur- 
rent Consumer Price Index. The adjustment has roughly the 
effect of expressing bank debits, retail sales, and construction per- 
mits in the equivalent of 1947-49 dollars. Thus, if the Index of 
Waco Business Activity stands at 160, it means that, after ad- 
justment for seasonal variation and for changes in the pur- 
chasing power of the dollar, the weighted average of the six 
business indicators is 60 per cent above the level of 1947-49. 
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